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TO OUR CLIENTS: 


The September, 1935, issue of the L. R. B. & M. 
Journal, a bi-monthly periodical which is 
published primarily for distribution among the 
members of our organization, contains notes 
on the recently enacted Revenue Act of 1935 and 


Social Security Act. 


Because of the present interest in these 
subjects, a number of our clients have asked 


us for copies of this issue of the Journal. 


The enclosed copy is sent to you in accord— 


ance with your recent request. 


Very truly yours, 


LYBRAND, ROSS BROS. & MONTGOMERY. 
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The 1935 Federal Tax Amendments 
(Other Than Rates of Tax) 


By W. H. Davipson 
(New York Office) 


The Revenue Act of 1935 is not a 
complete new Revenue Bill, but was 
drafted in the form of amendments to 
existing law. The income tax changes 
amend the Revenue Act of 1934, and 
affect taxable years beginning after 
December 31, 1935. 


Domestic Dividends 


In order to avoid duplicate taxation, 
all the Revenue Acts, beginning with 
the 1918 law, have provided that divi- 
dends received from domestic corpora- 
tions are not taxable to corporate 
stockholders. The government has now 
departed from this long-established 
policy. Under the new law 10 per cent. 
of the dividends received from domes- 
tic corporations by corporate stock- 
holders is taxable at the regular cor- 
poration income tax rates. On income 
in excess of $40,000 this means that 
corporate stockholders will pay a tax 
of 114 per cent. on such dividends. 

Affiliated groups of corporations 
should consider the desirability of pay- 
ing intercompany dividends before this 
provision becomes effective. 

This provision will tend to stimu- 
late the further dissolution of subsidi- 
ary companies, a movement initiated 
last year by the elimination of consoli- 
dated returns in the 1934 law. 


Domestic corporations paying divi- 
dends to foreign corporations not en- 
gaged in business within the United 
States and not having any office or 
place of business therein will be re- 
quired to withhold a tax on 10 per 
cent. of such dividends at regular cor- 
poration income tax rates. 


Liquidation of Subsidiaries 

For the apparent purpose of facili- 
tating the liquidation of subsidiary 
corporations the new law provides that 
in certain cases no gain or loss shall 
be recognized to the parent corporation 
from the liquidation of subsidiary cor- 
porations. However, as drafted, the 
section will be of limited benefit to tax- 
payers. 

The amendment applies only to cases 
where the parent corporation owned 
80 per cent. of the voting stock and 80 
per cent. of the total number of shares 
of all other classes of stock of the sub- 
sidiary continuously from August 30, 
1935 (the date of enactment) to the 
date of liquidation. It does not apply 
if any distributions in pursuance of the 
liquidation were made before August 
30, 1935. 

No gain is recognized to the parent 
corporation, provided it receives in the 
liquidation only property other than 











money. If any money is received, the 
gain is recognized but is limited to the 
money received, If money and prop- 
erty other than money are received in 
the liquidation, no loss is recognized. 
The liquidation must be completed 
within five years from the close of the 
taxable year in which the first liquidat- 
ing distribution is made. 

The “joker” relates to the tax basis 
of the property received in the liquida- 
tion. The tax basis of such property 
is not the basis of the property in the 
hands of the subsidiary, but is the basis 
of the subsidiary’s stock in the hands 
of the parent, decreased by any money 
received, and increased by any gain 
recognized to the 
liquidation. 


parent from the 
Consequently, when the 
parent disposes of the assets received 
from the subsidiary, the entire gain 
becomes taxable. 

It follows that the new provision 
will not be of material benefit in the 
liquidation of most operating subsidi- 
aries, since normally the current assets 
will be currently realized upon, which 
realization may result in taxable gain. 
The law does not deal with the alloca- 
tion of the tax basis to the various 
assets received. It may be held that 
the allocation should be made in pro- 
portion to the fair market value of the 
assets, but it would be more equitable 
to allocate to the current assets their 
fair market value, and to allocate the 
balance of the basis to the fixed assets. 

The new provision will be helpful 
where it is desired to dissolve a sub- 
holding company and transfer the 
ownership of the stocks of the operat- 
It will 
also be helpful where the tax basis of 
the parent’s investment in the subsid- 
iary exceeds the tax basis of the assets 
to the subsidiary. <A liquidation under 
the latter circumstances may enable the 


ing subsidiaries to the parent. 
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parent to spread the loss over a period 
of years or in some cases to secure the 
through 


loss increased depreciation 
charges instead of as a capital loss. 
The new provision applies to foreign 
subsidiaries where the liquidation re- 
sults in a loss, but does not apply to 
such subsidiaries where a gain results, 
unless prior to 
Commissioner is 


the liquidation the 
satisfied that the 
federal income taxes is 
not one of its principal purposes. 


avoidance of 


Contributions by Corporations 


The law for the first time 
specifically allows corporations to de- 


new 


duct contributions to domestic organ- 
izations operated for religious, charit- 
able, scientific, literary or educational 
purposes, or the prevention of cruelty 
to children. Heretofore, such contri- 
butions could be deducted by corpora- 
tions only as business expenses, and 
upon a showing that a benefit there- 
from could reasonably be considered to 
flow to the donor. The deduction is 
limited by the 1935 law to 5 per cent. 
of the corporate taxpayer’s net income, 
before deduction for contributions, as 
compared with the 15 per cent. deduc- 
tion allowed to individuals. 


Personal Holding Companies 


In determining the undistributed ad- 
justed net income for the purpose of 
computing the surtax on personal hold- 
ing companies, the 1934 law allowed 
the deduction of dividends paid. In 
the May, 1934 issue of the L. R. B. 
& M. JouRNAL it was pointed out that 
if a corporation had a net operating 
deficit, but a profit for the taxable year, 
and made a distribution to stockhold- 
ers during the taxable year, such a dis- 
tribution might not be deductible under 
a literal interpretation of the statute, 
since the distribution would not be a 























“dividend” as defined in the Act. The 
new law contains a clarifying amend- 
ment to permit the deduction of such 
distributions. 


Delinquent Filing of Returns 


The penalty for delinquent filing of 
tax returns has been changed from 25 
per cent. of the tax to 5 per cent. for 
the first 30 days and 5 per cent. for 
each additional 30 days or fraction 
thereof, not to exceed 25 per cent. in 
the aggregate. 


Interest on Delinquent Taxes 

Under prior laws interest was 
charged at the rate of 12 per cent. on 
various internal revenue taxes not paid 
when due, including income taxes 
under certain circumstances. The new 
law provides that the interest rate on 
all internal revenue taxes not paid 
when due shall be 6 per cent. Under 
present conditions even 6 per cent. may 
be more than a fair rate. 


Dividends on Stock Owned by 
United States 

A special act was passed permitting 
banks and insurance companies in ar- 
riving at net income to deduct divi- 
dends paid on their preferred stock 
owned by the United States or any of 
its tax-exempt instrumentalities. ‘This 
amendment relates primarily, of 
course, to the dividends paid to the 
Reconstruction Finance Corporation. 


Capital Stock and Excess-Profits Tax 

Taxpayers will be permitted to de- 
clare a new capital stock value in re- 
turns due July 31, 1936, for the year 
ending June 30, 1936. The rate of 
capital stock tax has been increased to 
$1.40 for each $1,000 of adjusted de- 


clared value, and the rate of excess- 
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profits tax has been increased to 6 per 
cent. of the net income in excess of 10 
per cent. and not in excess of 15 per 
cent. of the adjusted declared value, 
and 12 per cent. of the net income in 
excess of 15 per cent. of the adjusted 
declared value. The new law allows 
the income tax to be deducted from 
net income before computing the 
excess-profits tax. 

The excess-profits tax for taxable 
years ending on or before June 30, 
1936 will be computed under the old 
law, based upon the adjusted declared 
values appearing in the capital stock 
tax returns which were due July 31, 
1935. 

Excise Taxes on Sales 

Effective October 1, 1935, sales of 
articles for the exclusive use of the 
United States, any State, Territory of 
the United States, or any political sub- 
division of the foregoing, or the Dis- 
trict of Columbia are exempt from the 
excise tax on sales; the exemption 
applies also where the articles are 
resold for the above uses. 
amendment, sales of 


3efore this 
articles to the 
United States, the District of Columbia 
and the Territories were taxable, and 
sales of articles to the States or sub- 
divisions were exempt only if for use 
in the exercise of an essential govern- 
mental function. 


Valuations for Estate Tax Purposes 


In the past the value of the gross 
estate for estate tax purposes was de- 
termined as of the date of death, and 
much hardship was caused when the 
value of the estate shrank considerably 
after the date of death. There were 
probably cases where, as a result of 
such shrinkage, the estate taxes com- 

(Concluded on page 24) 
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Rates of Tax Under the Revenue Act of 1935 


By H. E. 
(New Y 


JISCHOFF 


ork Office) 


The Revenue Act of 1935, which consists of amendments to prior laws, 
more than any of the prior Acts is devoted to changes in tax rates, though it 
contains a few important administrative changes as well. 


The new rates become effective on 
Nature of Tax 
Income tax and surtax on personal holding 
companies, 
Capital stock tax, 
Excess-profits tax, 


Estate tax, 

Gift tax, 

Excise taxes on sales—Amendments, 
Import tax on oil products, 


Income Tax on Individuals 
Exemptions: No change was made 
in the personal exemptions allowed 
citizens and residents under the 1934 
act so that they remain as follows: 


Status of Taxpayer Exemption 
See $1,000 
Married, or head of family. 2,500 
Dependents (each)........ 100 


The allowance of the personal ex- 
emption as a credit against net income 
still is permitted for computing both 
the surtax and the normal tax. 

Normal Rate: The normal income 
tax rate imposed under the 1934 Act, 
i. e., 4 per cent., is continued under the 
1935 Act. 

Credits Against Income: The credits 
against income for computing the nor- 
mal tax, i. e., dividends, interest on 
obligations of the United States, etc., 


the following dates : 


Effective Date 

Taxable years beginning after December 
1935. 

Year ending June 30, 1936. 

First income tax taxable year ending after 
June 30, 1936. 

August 31, 1935. 

January 1, 1936. 

October 1, 1935. 

September 29, 1935. 


31, 


as well as the earned income credit, 
have not been changed by the 1935 Act. 
These credits are not allowed when 
computing the surtax. 

Surtax Rates: No change from the 
1934 Act has been made in the surtax 
rates on taxable net up to 
$50,000. On the net income between 
$50,000 and $56,000, the surtax rate 
is to be 31 per cent. instead of 30 per 


incomes 


cent. and increases are made in succes- 
sive brackets until on the net income 
in excess of $5,000,000 the rate is 75 
per cent. instead of 59 per cent. 

The following table sets forth the 
new surtax rates for taxable years be- 
ginning after December 31, 1935. For 
information purposes, a column cover- 
ing the combined normal and surtax 
due on net income shown in the second 
column is also included. 








on 











Taxes Imposed on Income of Individuals by 1935 Revenue Act 


Taxable Net Income 


Combined 





in Excess of Surtax a Normal Tax (4%) 
Personal Exemptions Rates in Each Bracket and Surtax* 
First $4,000. . None None $160 
$4,000 to 6,000. t Pct. $80 320 
6,000 to 8,000. . 5 180 500 
8,000 to 10,000. . 6 300 700 
10,000 to 12,000. * § 140 920 
12,000 to 14,000.. 8 600 1,160 
14,000 to 16,000 9 780 1,420 
16,000 to 18,000. 11 1,000 1,720 
18,000 to 20,000. . 13 1,260 2,060 
20,000 to 22,000. 15 1,560 2,440 
22,000 to 26,000. 17 2,240 3,280 
26,000 to 32,000.. 19 3,380 4,660 
32,000 to 38,000. . 2 4,640 6,160 
38,000 to 44,000. 2 6,080 7,840 
44,000 to 50,000... 27 7,700 9,700 
50,000 to 56,000. 31 9,560 11,800 
56,000 to 62,000. 35 11,660 14,140 
62,000 to 68,000. . 39 14,000 16,720 
68,000 to 74,000.. 43, 16,580 19,540 
74,000 to 80,000... 47 19,400 22,600 
80,000 to 90,000....... 51 24,500 28,100 
90,000 to 100,000... 55 30,000 34,000 
100,000 to 150,000... 58 59,000 65,000 
150,000 to 200,000... 60 $9,000 97,000 
200,000 to 250,000. . 62 120,000 130,000 
250,000 to 300,000. . 64 152,000 164,000 
300,000 to 400,000... 66 218,000 234,000 
400,000 to 500,000... 68 286,000 306,000 
500,000 to 750,000... 70 461,000 491,000 
750,000 to 1,000,000. . . 72 641,000 681,000 
1,000,000 to 2,000,000... . 73 1,371,000 1,451,000 
2,000,000 to 5,000,000... . 74 3,591,000 3,791,000 
Over 5,000,000......... 75 


* Before applying credit for ‘‘Earned Income” or any credits f« 
allowed under Section 25. 


Income Tax on Corporations 


Consolidated Returns: The income 
tax rate on the consolidated income of 
railroad companies remains unchanged, 
i. e., 1534 per cent. 

Separate Returns: A graduated scale 
of income taxes on corporate incomes 
is established for the first time in the 
new law. 

In lieu of the flat 1334 per cent. rate 
imposed upon corporations (including 
life and other than life and mutual in- 
surance companies) under the 1934 


or dividends, interest on Liberty Bonds, etc. 


Act, the new rates for taxable years 
beginning after December 31, 1935, 
will be as follows: 


Upon net income not in 


excess of $2,000........ 121% per cent. 
$2,000 to $15,000. ... 13 per cent. 
$15,000 to $40,000. . ..14 | per cent. 
In excess of $40,000 15 per cent. 


The new rates will result in a lower 
tax than under the 1934 Act for all cor- 
porations having net incomes of less 
than $44,800. 
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Example: On a corporate net income 
of $148,000, the tax at the old rate 
would be 1334 per cent. of $148,000, 
or $20,350. 

Under the revised rates, the tax for 
the calendar year 1936 will be $21,640, 
or $1,290 greater than under the old 
law, as illustrated below: 


Accumulated tax on first $40,000, $5,440 
Tax on remaining $108,000 at 15 
ON ONNNES 5.3.4 a0 x Gian eererarh 


Total Tax. 


Surtax Rates on Personal Holding 
Companies: In order that the tax on 
personal holding companies may con- 
form with the increased tax rates, the 
old rates under the 1934 Act have been 
increased from 30 per cent. on the 
first $100,000 of undistributed ad- 
justed net income (as defined in section 
351 of the 1934 Act) and 40 per cent. 
on the excess over $100,000 to the 
sum of the following: 


Upon undistributed net in- 

come not in excess of 

it) | ues .20 per cent. 
$2,000 to $100,000. . 30 per cent. 
$100,000 to $500,000. 10 per cent. 
$500,000 to $1,000,000... ..50 per cent. 
In excess of $1,000,000... .60 per cent. 


Surtax Rates for Improper Accum- 
ulation of Surplus: No change has been 
made in the rates of surtax imposed 
by section 102 of the Revenue Act of 
1934 on corporations improperly ac- 
cumulating surplus. 


Capital Stock Tax 
New Declaration of Value: Irre- 
spective of the declared or adjusted 
declared value used for previous capi- 
tal stock tax returns, every corporate 
taxpayer is allowed a new declaration 
of value of its capital stock for the 

year ending June 30, 1936. 
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Rate of Tax: The capital stock tax 
rate is raised from $1 per $1,000 to 
$1.40 for each $1,000 of adjusted de- 
clared capital stock value. 


Excess-Profits Tax 
Rates: For taxable years ending 
after June 30, 1936, the excess-profits 
tax on corporations has been increased 
from 5 per cent. on net income in ex- 
cess of 121% per cent. of declared 
value to 
6 per cent. of such portion of a corpora- 
tion’s net income for such income tax 
year as is in excess of 10 per cent. 
and not in excess of 15 per cent. of the 
adjusted declared value of its capital 
stock at the close of its preceding in- 
come tax year, and 
12 per cent. of such portion of its net in- 
come for such income tax year as is in 
excess of 15 per cent. of the adjusted 
declared value. 


Deduction for Income Tax: A new 
feature of the 1935 Act (section 
106(b)) provides that the amount of 
the income tax imposed upon a cor- 
poration for the taxable year is deduct- 
ible from the net income reported for 
income tax purposes in arriving at the 
amount of net income subject to the 
excess-profits tax. 

Example: Assume that for the year 
ending June 30, 1936, the A corpora- 
tion declares a value of $1,000,000 for 
its capital stock, and that its taxable 
net income for the calendar year end- 
ing December 31, 1936 amounts to 
$200,000. 

The capital stock tax will be $1.40 
per $1,000 on a declared value of 
$1,000,000, or $1,400. 

The corporation income tax will be 
$29,440 on the taxable net income of 
$200,000, leaving $170,560 subject to 
excess-profits tax. 

The excess-profits tax will amount 
to $5,467.20, computed as follows: 








. 
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Percentage of Declared Income Amount 
Value Bracket Tax Rates of Tax 
10 per cent........ ; $100,000 None None 
5 SA natalin tn si soces 50,000 6 per cent $3,000.00 
Over 15 per cent. . 20,560 a 2,467.20 
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The total capital stock tax and ex- 
cess-profits tax under the above ex- 
ample will amount to $6,867.20. 

If a value of $2,000,000 had been 
declared for the capital stock instead 
of $1,000,000, the capital stock tax 
(there would be no excess-profits tax ) 
would amount to $2,800, or roughly, 
$4,000 less than the total capital stock 
and excess-profits taxes based on a de- 
clared value of $1,000,000. 

The foregoing demonstrates 
essential it is that careful consideration 
be given to the value to be declared for 
the capital stock tax so as to avoid any 
large amount of excess-profits tax. 


how 


Estate Tax 

The graduated tax on inheritances 
proposed in the House Bill did not be- 
come law, but in lieu thereof the estate 
taxes were considerably increased. 

The percentage increase in the new 
estate tax rates, which are applicable to 
transfers of estates of decedents dying 
after the date of enactment of the Act 
(August 30, 1935), falls heaviest upon 
small estates of $50,000 or less. The 
rates are double up to $50,000; from 
$50,000 to $200,000, 5 per cent. is 
added to the rates under the 1934 law, 
and the increase over the previous law 
is 4 per cent. in the brackets from 
$400,000 to $4,500,000; from $4,500,- 
000 to $20,000,000, the increase varies 
in the different brackets from 5 to 7 
per cent. The maximum rate under 
the new law is 70 per cent. on net 
estates over $50,000,000, as compared 
with 60 per cent, under the 1934 law, 
and 20 per cent. under the 1926 law. 


$170,560 


$5,467.20 


The exemption allowed for comput- 
ing the estate tax has also been reduced 
to $40,000 under the 1935 law. For 
the purpose of computing the estate 
tax under the 1926 law, the exemption 
remains the same at $100,000, as does 
also the exemption of $50,000 for com- 
puting the tax under the 1934 law. 
The 1934 rates apply only to estates of 
decedents dying after the enactment of 
the 1934 Act (May 10, 1934) and to 
the date of enactment of the 1935 Act. 

As heretofore, two separate compu- 
tations are required in order to arrive 
at the total estate tax, namely, (1) 
using the tax rates under the 1926 Act 
and an exemption of $100,000 for the 
purpose of arriving at a base for com- 
puting the maximum credit (80 per 
cent. of such base) for state inherit- 
ance and estate taxes, and (2) at the 
rates under the 1935 Act and with an 
exemption of $40,000, from which 
amount there is deducted the tax com- 
puted under the 1926 Act (before de- 
ducting from the latter the credit for 
state tax). The net tax remaining 
after deducting from (1) the credit for 
the state inheritance tax is added to 
(2) to arrive at the total tax. 

The following table shows the rates 
applicable under the 1926, 1934 and 
1935 Acts. Attention is 
drawn to the fact that the figures 
shown in the first two columns are 
after deducting the exemptions applic- 
able under the different laws as stated 
at the top of the schedule. The amount 
of tax shown in each case is based upon 
the maximum value of the net estate 
in each bracket. 


Revenue 
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ESTATE TAX RATES 


EXEMPTION UNDER 1926 Law.... $100,000 
EXEMPTION UNDER 1934 Law. 50,000 
EXEMPTION UNDER 1935 LAW 40,000 


Value of Net Estate, 1926 Law 1934 Law 1935 La 


w 








After Deducting Exemptions Rate of Amount of Rate of Amount of Rate of Amount of 
as Stated Above Tax Tax Tax Tax Tax Tax 
$ Oto $ 10,000 1 Pct. $ 100 1 Pct. $ 100 2 Pct. $ 200 
10,000 to 20,000 l 200 2 300 4 600 
20,000 to 30,000 1 300 3 600 6 1,200 
30,000 to 40,000 1 400 4 1,000 8 2, 
40,000 to 50,000 1 500 5 1,500 10 3,000 
50,000 to 70,000 2 900 7 2,900 12 5,400 
70,000 to 100,000 2 1,500 9 5,600 14 9,600 
100,000 to 200,000 3 4,500 12 17,600 17 26,600 
200,000 to 400,000 4 12,500 16 19,600 20 66,600 
400,000 to 600,000 5 22,500 19 87,600 23 112,600 
600,000 to 800,000 6 34,500 22 131,600 26 164,600 
800,000 to 1,000,000 7 48,500 25 181,600 29 222,600 
1,000,000 to 1,500,000 8 88,500 28 321,600 32 382,600 
1,500,000 to 2,000,000 9 133,500 3 476,600 35 557,600 
2,000,000 to 2,500,000 10 183,500 34 646,600 38 747,600 
2,500,000 to 3,000,000 11 238,500 37 831,600 41 952,600 
3,000,000 to 3,500,000 2 298,500 40 1,031,600 44 1,172,600 
3,500,000 to 4,000,000 13 363,500 43 1,246,600 47 1,407,600 
4,000,000 to 4,500,000 14 $33,500 46 1,476,600 50 1,657,600 
4,500,000 to 5,000,000 14 503,500 48 1,716,600 53 1,922,600 
5,000,000 to 6,000,000 15 653,500 50 2,216,600 56 2,482,600 
6,000,000 to 7,000,000 16 813,500 52 2,736,600 59 3,072,600 
7,000,000 to 8,000,000 17 983,500 54 3,276,600 61 3,682,600 
8,000,000 to 9,000,000 18 1,163,500 56 3,836,600 63 4,312,600 
9,000,000 to 10,000,000 19 1,353,500 58 4,416,600 65 4,962,600 
10,000,000 to 20,000,000 20 3,353,500 60 10,416,600 67 11,662,600 
20,000,000 to 50,000,000 20 9,353,500 60 28,416,600 69 32,362,600 
Over 50,000,000 20 60 70 
Example: Assume A died Septem- heritance tax, 80 per cent. 
ber 4, 1935, leaving a net estate, before of $12,500............ 10,000 
specific exemptions, of $500,000, and Net tax under 1926 act....... $2,500 
that he is entitled to the maximum 
credit allowed for state inheritance tax. Tax Computed Under 1935 Act 
The total estate tax payable would . oe 
p77, : ee Net entate. .. . 6. es..5. SOOO 
amount to $70,400, computed as fol bc Gein... 40,000 
lows: 
Cc eae re ; Net estate after exemp- 
Tax Computed Under 1926 Act —-. $460,000 
Net estate.............. $800,000 —— 
Less, Exemption......... 100,000 Tax on $460,000 at 1935 
(a eA ee eet are $80,400 
Net estate after exemp- Less, Tax at 1926 rates.... 12,500 
SESE taney Some $400,000 
Tax on $400,000 at 1926 ~ 
rates.... $12,500 


Less, Credit for state in- 


Additional tax under 1935 act... . 67,900 





Total estate tax.............$70,400 
ea 


= 





oe oe ae ee ae ee aS SS aS rer ee rll CL 
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Payment Date: The date upon which 
the estate tax falls due has been 
changed from one year to 15 months 
after the decedent’s death. 

Under the 1935 act, interest at 6 per 
cent. per annum begins to run from 
the expiration of three months after 
the due date of tax when an extension 
of time for making payment has been 
requested. 


Gift Tax 

The gift tax rates have been in- 
creased so that they remain three quar- 
ters of the new estate tax rates on 
similar amounts. Accordingly, the 
heaviest percentage increases are on 
gifts of $50,000 or less. 

Effective Date: The increased rates 
of gift tax do not become effective 
until January 1, 1936, although the 
new rates of estate tax became effec- 
tive on August 31, 1935. Hence, those 
contemplating the making of gifts of 
substantial amount may effect a ma- 
terial saving by consummating such 
gifts before the end of the year 1935. 

Exemption: Under the new law, the 
specific exemption is reduced from 
$50,000 to $40,000. The $5,000 ex- 
emption allowed for gifts (other than 
future interest in property) made to 
any person during any taxable year is 
unchanged. 

Rates: As in the previous law, the 
tax is cumulative and advances to the 
higher brackets as the total value of 
all taxable gifts increases from year to 
year. 

In computing the tax for 1936 the 
taxable gifts made in 1936 are added 
to the total of taxable gifts made up to 
December 31, 1935. A tax at the 1935 
rates is computed on the grand total. 
There is then deducted from the tax 
thus arrived at, a tax computed at the 
1935 rates on the accumulated gifts to 
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December 31, 1935, and the difference 
between the two tax computations is 
the tax on the 1936 gifts. <A similar 
procedure will be followed in the years 
following 1936. 

The table on the following page 
compares the rates under the 1934 law 
with those under the 1935 law (applic- 
able to 1936 and later years). The 
amounts of tax shown have been com- 
puted on the maximum amounts of 
taxable gifts in the respective brackets. 

Examples: (1) Gifts made prior to 
January I, 1936, subject to tax rates 
under 1034 law. Assume that from 
June 7, 1932 (enactment of 1932 Rev- 
enue Act) to December 31, 1934, in- 
clusive, B had made taxable gifts of 
$150,000, or $100,000 in excess of the 
$50,000 specific exemption under the 
1934 law, and that during 1935 he 
made further gifts of $100,000. The 
tax due on the 1935 gifts would 
amount to $9,000, computed as fol- 
lows: 


Net gifts to December 31, 1934 
($150,000 less $50,000)..... . $100,000 
Additional net gifts in 1935.... 100,000 


Total accumulated gifts. . . $200,000 





Tax on accumulated gifts of 
$200,000 at rates under 1934 
oe re ter omar ee $13,200 
Less, Tax on accumulated gifts 
of $100,000 to December 31, 
1934, at rates under 1934 





‘Fax on 1085 eifts.......0c%. 


(2) Gifts made during 1936, sub- 
ject to tax rates under 1935 law. As- 
sume that from June 7, 1932 to 
December 31, 1935, inclusive, C makes 
net gifts of $140,000, or $100,000 in 
excess of the $40,000 specific exemp- 
tion under the 1935 law, and that dur- 
ing 1936 he makes further net gifts of 
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GIFT TAX RATES 





EXEMPTION UNDER 1934 Law $50,000 
EXEMPTION UNDER 1935 Law... 40,000 
Under 1934 Law* Under 1935 Lawt 
Net Gifts in Excess of Rate of Total Rate of Total 
Exemption as Stated Above Tax Tax Tax Tax 
$ Oto $10,000 34 Pct $ 75 1% Pct. $ 150 
10,000 to 20,000 1% 225 3 450 
20,000 to 30,000 2% 450 4% 900 
30,000 to 40,000 3 78 6 1,500 
40,000 to 50,000 334 1,125 7% 2,250 
50,000 to 70,000 5% 2,175 9 4,050 
70,000 to 100,000 634 4,200 10! 7,200 
100,000 to 200,000 9 13,200 1234 19,950 
200,000 to 400,000 12 37,200 15 19 950 
400,000 to 600,000 1414 65,700 17% 84,450 
600,000 to 800,000 16% 98,700 19% 123,450 
800,000 to 1,000,000 1834 136,200 2134 166,950 
1,000,000 to 1,500,000 21 241,200 24 286,950 
1,500,000 to 2,000,000 23% 357,450 2614 
2,000,000 to 2,500,000 25% 484,950 28% 
2,500,000 to 3,000,000 2734 623,700 3034 
3,000,000 to 3,500,000 3 773,700 33 879,450 
3,500,000 to 4,000,000 32% 934,950 3514 1,055,700 
4,000,000 to 4,500,000 341% 1,107,450 37% 1,243,200 
4,500,000 to 5,000,000 36 1,287,450 3934 1,441,950 
5,000,000 ro 6,000,000 371% 1,662,450 $2 1,861,950 
6,000,000 to 7,000,000 36 2,052,450 1414 2,304,450 
7,000,600 to 8,000,000 101% 2,457.450 1534 2,761,950 
8,000,000 to 9,000,000 42 2,877,450 17 14 3,234,450 
9,000,000 to 10,000,000 13% 3,312,450 4834 3,721,950 
10,000,000 to 20,000,000 45 7,812,450 5014 8,746,950 
20,000,000 to 50,000,000 15 21,312,450 9134 24,271,950 
Over 50,000,000 15 521% 


* Applicable to year 1935 only. 


$100,000. The tax due on the 1936 
gifts would amount to $12,750, com- 
puted as follows: 


Net gifts to December 31, 1935 


($140,000 less $40,000) $100,000 
Additional net gifts in 1936.... 100,000 





Total accumulated gifts. . . $200,000 
Tax on accumulated gifts of 
$200,000 at rates under 1935 
law. A 58, Seo ene 
Less, Tax on accumulated gifts 
of $100,000 to December 3], 
1935, at 1935 


$19,950 


rates under 
7,200 
. $12,750 





Tax on 1936 gifts..... 


+ Effective January 1, 1936. 


Miscellaneous Taxes 
Special Excise Tax: The special 
excise tax of $1,000, imposed by sec- 
tion 701 of the Revenue Act of 1926 
on persons carrying on a liquor busi- 
ness contrary to state or local law does 

not apply after June 30, 1935. 
Compensatory Tax on Products of 
Certain Oils: The tax specified in sec- 
tion 60214 of the Revenue Act of 
1934 (cocoanut oil, sesame oil, palm 
oil, palm kernel oil, or sunflower oil) 
and section 601(c) (8) of the 1932 
act (imported fish oils) is imposed 
under the new Act at the same rates as 


(Concluded on page 10) 
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Notes on the Social Security Act 


By N. B 


>. 


BERGMAN 


(New York Office) 


On August 14, 1935, the President 
of the United States signed the Social 
Security Act. 

The Act provides for the payment 
of old-age benefits, for grants to states 
for unemployment compensation, and 
imposes taxes which are to provide 
funds for such payments. In addition, 
the Act makes provision for aiding the 
states in providing assistance for aged 
persons who will not receive any old- 
age benefits under this Act, for depend- 
ent children, for maternal and child 
welfare, for crippled children and the 
blind, and for public health work. 

Even though the Act requires the 
collection of increasing amounts of 
great magnitude from both employers 
and employees, it has been questioned 
whether they will be adequate to pro- 
vide for the appropriations for benefits 
to be paid under the Act. Such inade- 
quacy, if any, would presumably have 
to be made good from general taxation 
and would result in still higher rates of 
taxes than those now in effect. 

The Act has been hailed as one of 
the most important and far-reaching 
measures for amelioration of the social 
and economic conditions caused by un- 
employment and superannuation of 
workers in industrial and commercial 
fields. It is also designed to assist the 
needy aged and others incapable of 
assisting themselves. In some form, 
similar legislation has been in force in 
many foreign countries. Various states 
in this country now have laws designed 
for the same general purposes. 

The difficulty of having the Federal 
Government deal with the subject of 
social security is indicated in the fol- 


lowing quotation from the Report of 
the Select Committee to Investigate 
Unemployment Insurance (made pur- 
suant to Senate Resolution No. 483, 
7\st Congress) submitted on June 30, 
1932: 

It is generally conceded now that any sys- 
tem of Federal unemployment insurance 
would be impractical if not undesirable. 
Your committee have reached that conclu- 
sion. We have observed the operation of 
such systems in other countries, particularly 
in those countries where industrial conditions 
are not unlike those in the United States. 
But we see problems to be solved if we shall 
establish such a system under Federal con- 
trol here which have not arisen elsewhere. 


It is contended, however, by those 
who have favored such legislation that 
it is needed because our modern eco- 
nomic system does not afford security 
against unemployment and old age, 
that even good workers need protection 
of some form of insurance, and that 
relief work measures do not meet the 
situation, as they have a tendency t 
create a parasitic class. 


) 


Constitutionality 

It is not at all unlikely, despite the 
objectives sought to be accomplished 
under the Act, that its constitutionality 
will be tested in the courts. Congress 
has the power to lay and collect taxes, 
but all such taxes, excepting where 
otherwise permitted by the Constitu- 
tion (e. g., the Sixteenth Amendment 
relating to the income tax), shall be 
uniform throughout the United States. 
It was held in Billings v. United States, 
232 U.S. 261, 282, that the uniformity 
required under the Constitution was to 
be construed in a geographical sense. 
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If it should be held by the Supreme 
Court that the purpose of the Act is 
not to raise revenue, but to put into 
effect certain plans for unemployment 
and old-age benefits, and if it should be 
held further that Congress lacks the 
power to put such plans into effect, the 


Social Security Act might be held 
invalid. 
The question of constitutionality 


was also touched on in the following 
paragraphs of the Report of the Select 
Committee to Investigate Unemploy- 
ment Insurance: 

There is a further objection to Federal un- 
employment legislation, if it be considered 
an insurance. The Supreme Court of the 
United States held in the case of Paul v. 
Virginia, which has been repeatedly sus- 
tained through a long line of decisions, that 
insurance is not commerce, and hence Con- 
gress has no power to legislate in respect 
of it. 

Issuing a policy of insurance is not a trans- 
action of commerce. . These contracts 
are not articles of commerce in any proper 
meaning of the word. . . . They are then 
local transactions, and are governed by the 
local law. Paul v. Virginia (8 Wall, U. S. 
75, p. 168). 


Taxes Relating to Old-Age Benefits 


An income tax is imposed on em- 
ployees and an excise tax on employ- 
ers. Although it is not entirely clear 
from the language of the Act itself, it 
appears to be intended that the funds 
so collected shall be set aside for old- 
age benefits to be paid. 

The rates for employer and em- 
ployee are the same, and collections 
begin in the calendar year 1937 as 
follows: 


For Calendar Years Per Cent 


1937, 1938 and 1939......... l 
1940, 1941 and 1942......... 1% 
1943, 1944 and 1945......... 2 
1946, 1947 and 1948......... 2% 
1949 and subsequently....... 3 


The employer is required to deduct 
the employee’s tax from wages as and 
when paid. The law makes the em- 
ployer liable for the tax. If the amount 
withheld from the employee is incor- 
rect, adjustment shall be made in sub- 
sequent wage payments. If the adjust- 
ment is for any reason not possible 
through subsequent wage payments, 
the additional tax or the refund shall 
be adjusted under regulations to be 
promulgated. 

The amount paid by the employee is 
not deductible in his income tax return. 
This is explained in the Report of the 
Senate Committee on Finance, by stat- 
ing that the employee’s contribution is 
an income tax. The tax on the em- 
ployer is designated an excise tax and 
is deductible for income tax purposes. 


Collection and Payment 

These taxes are to be collected by 
the Bureau of Internal Revenue. In- 
terest will be added at the rate of one- 
half of 1 per cent. per month from the 
date the tax becomes due. The manner 
of payment has not been decided upon, 
but it will be either by filing returns or 
by the use of stamps, coupons, etc. 


Classes of Employees to Be Included 

The following definitions in the Act 
are of importance for employers in 
determining their obligations for the 
payment of tax on their pay rolls and 
for the withholding from wages paid 
employees of the latters’ required con- 
tributions with respect to old-age 
benefits : 


’ 


means all remunera- 
including the cash 


(a) The term ‘wages’ 
tion for employment, 


value of all remuneration paid in any medium 
other than cash; except that such term shall 
not include that part of the remuneration, 
which, after remuneration equal to $3,000 
has been paid to an individual by an em- 
ployer with respect to employment during 




















any calendar year, is paid to such individual 
by such employer with respect to employ- 
ment during such calendar year. 


(b) The term ‘‘employment’’ means any 
service, of whatever nature, performed within 
the United States, by an employee for his 
employer, except 

(1) Agricultural labor; 

(2) Domestic service in a private home; 

(3) Casual labor not in the course of the 

employer’s trade or business; 


(4) Service performed by an_ individual 
who has attained the age of sixty- 
five; 

(5) Service performed as an officer or 


member of the crew of a_ vessel 
documented under the laws of the 
United States or of any 
country; 

(6) Service performed in the employ of the 
United States Government or of an 
instrumentality of the United States; 


toreign 


(7) Service performed in the employ of a 
State, a political subdivision thereof, 
or an instrumentality of one or more 
States or political subdivisions; 

(8) Service performed in the employ of a 


corporation, community chest, 
fund, or foundation, organized and 
operated exclusively for religious, 
charitable, scientific, literary, or 
educational purposes, or for the pre- 
vention of cruelty to children or 
animals, no part of the net earnings 
of which inures to the benefit of any 
private shareholder or individual. 


Investment of Old-Age Funds 

An old-age reserve account is to be 
established in the Treasury of the 
United States and an annual appropria- 
tion to the account, beginning with the 
fiscal year ending June 30, 1937, is 
authorized. The appropriation will be 
an amount sufficient as an annual pre- 
mium (determined on a reserve basis 
in accordance with accepted actuarial 
principles, and upon an interest rate of 
3 per cent. per annum compounded 
annually) to provide for the old-age 
benefit payments. 

The Secretary of the Treasury is 
required to invest such portion of the 
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amounts credited to the ac- 
count as are not necessary to meet the 


current withdrawals for benefit pay- 


reserve 


ments. Such investments may be made 
only in interest-bearing obligations of 
the United States or in obligations 
guaranteed as to principal and interest 
by the United States. Investments may 
be acquired on original issue at par, or 
by purchase of outstanding obligations, 
at terms not to yield less than 3 per 
cent., or special 3 per cent. obligations 
may be issued exclusively for this pur- 
pose. 
Federal Old-Age Benefits 

These benefits will be distinct from 
the payments to the states for old-age 
assistance in that they will be due as a 
matter of right. 

The Act provides for the payment 
monthly of old-age benefits by the Fed- 
eral Government direct to the indi- 
vidual, beginning when the individual, 
if otherwise qualified, reaches the age 
of 65 on or after January 1, 1942, and 
ending on the date of his death. The 
benefit payments are measured by 
wages received by such individual with 
respect to employment after December 
31, 1936, and before he reaches the age 
of 65, without regard to the needs of 
the recipient. 


Qualifications of Beneficiaries 
The individuals entitled to old-age 
benefits are divided into two classes: 
A qualified individual is one: 


(1) Who is at least 65 years of age; and 

(2) Who has received not less than 
$2,000 as wages with respect to employ- 
ment after December 31, 1936, and before 
he attained the age of 65; and 

(3) To whom wages were paid with re- 
spect to employment on some 5 days after 
December 31, 1936, and before he at- 
tained the age of 65, each day being in a 
different calendar year, 
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A non-qualified individual is one 
who has received wages with respect 
to employment after December 31, 
1936, and before he attained the age of 
65, but who cannot satisfy all of the 
three requirements of a qualified indi- 
vidual. 

The term “employment” means any 
service, of whatever nature performed, 
within the United States by an em- 
ployee for his employer, except the 
eight classes of employment other than 
(4) which are enumerated in the afore- 
quoted section of the law as excluded 
from the definition of the term ‘‘em- 
ployment.” 


Scale of Benefits 

(1) If wages paid between Decem- 
ber 31, 1936, and age of 65 are not 
more than $3,000, the old-age benefit 
shall be at a monthly rate of 14 of 1 
per cent. of such total wages. 

(2) If total wages were more than 
$3,000, the old-age benefit shall be at a 


Average 
hl 
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YEARS OF EMPLOYMENT 


monthly rate of 14 of 1 per cent. of 
$3,000, plus 1/12 of 1 per cent of 
the amount by which such total wages 
exceeded $3,000 and did not exceed 
$45,000 plus 1/24 of 1 per cent. of 
the amount by which such total wages 
exceeded $45,000. 

The minimum payment to a quali- 
fied individual would be $10 a month; 
the maximum payment is $85 a month. 
If an individual continues to receive 
wages with respect to regular employ- 
ment after he has attained the age of 
65, the old-age benefit will be reduced 
for each calendar month in any part of 
which such regular employment  oc- 
curred by an amount equal to one 
month’s benefit. In other words, such 
individual receive no benefit for 
any month in which he was engaged in 
regular employment, even if for only 
part of the month. 

The following table illustrates the 
amount of retirement benefits payable 
under the law: 


will 


Monthly ; 10 15 20 25 35 40 15 
Salary* 
3 2b... T $15.00 $16.25 $17.50 $18.75 $20.00 $21.25 $22.50 $23.75 
50.... $15.00 17.50 20.00 22.50 25.00 27.50 30.00 32.50 35.00 
CC 16.25 20.00 23.75 27.50 31.25 35.00 38.75 $2.50 £6.25 
100. . 17.50 22.50 27.50 32.50 37.50 $2.50 $7.50 51.25 53.75 
125.... 18.75 25.00 31.25 37.50 $3.75 50.00 53.13 56.25 59.38 
150 ; 20.00 27.50 35.00 $2.50 50.00 53.75 57.50 61.25 65.00 
175. : 21.25 30.00 38.75 17.50 53.13 57.50 61.88 66.25 70.63 
> 22.50 32.50 $2.50 51.25 56.25 61.25 66.25 71.25 76.23 
pe 23.75 35.00 16.25 53.75 59.38 65.00 70.63 76.25 SL.SS 
250; .... 25.00 37.50 50.00 56.25 62.50 68.75 75.00 81.25 85.00 
* Not counting wages in excess of $3,000 for any calendar year. 
t Lump sum payment of $52.50. 





When Benefits are Payable 


To a Qualified Individual: Old-age 
benefits are in no case payable to a 
“qualified” individual prior to January 
1, 1942. Benefits are payable to a 
“qualified” individual monthly, begin- 
ning when such individual attains the 
age of 65 on or after January 1, 1942, 
and ending with his death. 


If an individual dies before the age 
of 65, his estate is to be paid an amount 
equal to 314 per cent. of the total 
wages paid to him after December 31, 
1936. If at the time of death after the 
age of 65 the amount of the old-age 
benefit theretofore paid to an indi- 
vidual was less than 314 per cent. of 
his total wages by which such old-age 
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benefit was measurable, then the differ- 
ence is payable to his estate. If at the 
time of death the correct amount which 
should have been paid the individual is 
more than 314 per cent. of the total 
wages by which such old-age benefit 
was measurable, the amount, if any, by 
which such correct amount exceeds the 
amount actually paid to him is payable 
to his estate. If during his lifetime an 
individual received more than the cor- 
rect amount to which he was entitled 
and such amount was 314 per cent. or 
more of the total wages measuring 
benefits, then his estate is required to 
repay to the United States the amount, 
if any, by which such total amount 
paid to him during his life exceeds 
whichever of the following is the 
greater : 
(a) Such 314% per centum, or 
(b) The correct amount to which he 
was entitled under the scale of 
benefits above set forth. 


To a Non-Qualified Individual: A 
“non-qualified” individual upon reach- 
ing the age of 65 shall be paid in a lump 
sum an amount equal to 314 per cent. 
of the total wages paid to him with 
respect to employment after December 
31, 1936, and before he attained the 
age of 65. 

If a non-qualified individual dies 
before attaining the age of 65 an 
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amount equal to 314 per cent. of total 
wages paid to him, with respect to em- 
ployment after December 31, 1936, is 
payable to his estate. 


Tax on Employers for Unemployment 
Compensation 


Beginning with January 1, 1936, an 
excise tax is levied upon every em- 
ployer (with certain exceptions) of 
eight or more persons at the following 
rates: 

For calendar year 1936...1 pct. of wages 

For calendar year 1937...2 pct. of wages 

For calendar year 1938 

and subsequent years. .3 pct. of wages 


A credit is allowed for unemploy- 
ment tax paid to a state which is certi- 
fied by the Social Security Board to 
have an approved unemployment in- 
surance law. The credit may be in- 
creased under special conditions over 
the amount actually paid to a state, but 
in no event shall the credit exceed 90 
per cent. of the federal tax. 

No credit is allowed for taxes im- 
posed upon employee and employer in 
respect of old-age benefits. The com- 
putation of the credit in respect of 
unemployment compensation tax may 
be illustrated as follows (assuming a 
pay-roll of $100,000 and three alterna- 
tive state tax rates) : 


3 Pct. Federal 3 Pct. Federal 3 Pct. Federal 
3 Pct. State* 2.7 Pct. State* 3 Pct. Statet 
$3,000.00 $2,700.00 $1,500.00 


ar ee a eee 
Crem 108 SBE: ... ns 5c ewe css 


Net federal........ 


si Sane ee ee eer ae 


* Entire state tax paid by employer. 
+ One-half of state tax paid by employer. 


$3,000.00 
2,700.00 


$3,300.00 


$3,000.00 
2,700.00 


$3,000.00 
1,500.00 


$1,500.00 


300.00 $ 300.00 


$5,000.00 $3,000.00 
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The tax credit above referred to was 
evidently devised so as to put pressure 
on the states to enact plans and taxa- 
tion for unemployment insurance. 

It is to be noted that, contrary to the 
tax requirements in the case of old-age 
benefits, no federal tax is required to 
be paid by employees in respect of 
unemployment compensation. 


Scope of Unemployment Tax 
The following definitions in the Act 
indicate the persons affected by, or ex- 
cluded from, the provisions for unem- 
ployment compensation : 


(a) The term ‘employer’? does not in- 
clude any person unless on each of some 
twenty days during the taxable year, each day 
being in a different calendar week, the total 
number of individuals who were in his em- 
ploy for some portion of the day (whether or 
not at the same moment of time) was eight 
or more, 

(b) The term ‘wages’ means all re- 

muneration for employment, including the 
cash value of all remuneration paid in any 
medium other than cash. 
The term ‘‘emplovment’’ means any 
service, of whatever nature, performed 
within the United States by an employee 
for his employer, except— 

(Subdivisions (1) (2) (5) (6) and (7) of 

this section are the same as subdivisions 
(b) (1) (2) (6) (7) and (8) already quoted 
with respect to old-age benefits, and 
are not repeated here.) 

(3) Service performed as an officer or mem- 
ber of the crew of a vessel on the 
navigable waters of the United 
States; 

(4) Service performed by an individual in 
the employ of his son, daughter, or 
spouse, and service performed by a 
child under the age of twenty-one in 
the employ of his father or mother. 





(c) 


Unemployment Compensation Grants 


Payments of unemployment compen- 
sation are not to be made by the Fed- 
eral Government directly to unem- 
ployed persons, but through grants to 
states which have plans approved by 





the Social Security Board for the pay- 
ment of unemployment compensation. 


Investment of Unemployment Funds 

An “Unemployment Trust Fund” is 
to be established in the Treasury of the 
United States into which are to be 
placed moneys paid to the Federal 
Government from state unemployment 
funds. The Secretary of the Treasury 
is required to invest that part of such 
trust fund as may not be required for 
current withdrawals. The investment 
may be only in interest-bearing obliga- 
tions of, or guaranteed by, the United 
States. Such obligations may be ac- 
quired either (1) upon original issue 
at par, or (2) by purchase of out- 
standing obligations at the market 
price. Certain provisions are contained 
in the Act respecting determination of 
the price to be paid in relation to inter- 
est rate, but there is no provision corre- 
sponding to that which requires that 
investments of the “Old-Age Reserve 
Account” shall yield at least 3 per cent. 
per annum. 


Administration, Refunds and Penalties 


The unemployment tax is to be col- 
lected by the Bureau of Internal Rev- 
enue. A report must be filed by Janu- 
ary 31 following, and the tax is pay- 
able on January 31, unless the em- 
ployer elects to pay in quarterly instal- 
ments. The Commissioner has author- 
ity to grant extensions for filing the 
returns and for paying the tax. Such 
extension for filing may be for a period 
not more than sixty days. The date of 
payment may be extended for not more 
than sixty days beyond the authorized 
instalment dates subject to payment of 
interest of 14 of 1 per cent. per month 
from the due date to the date of pay- 
ment. 














LR. Bo MM. 


Summary of Taxes Imposed by Social 
Security Act 

A table of the rates to be paid by 

employer and employee is as follows: 

Payable 


by 


Payable by Employers 


Calendar Old-Age Unemploy- Old-Age 
Year Benefit ment Benefit 

1936. 1 pet. ” 
1937. 1 pet. 2 1 pet. 
1938. l 3 l 
1939. 1 3 1 
1940. 1% 3 1% 
1941. . 1% 3 1% 
1942. 1% 3 1% 
1943. 2 3 2 
1944. . 2 3 2 
1945. 2 3 2 
1946. 24% 3 2% 
1947. 2% 3 2% 
1088... ... sg cay 3 2% 
1949 and thereafter 3 3 3 


It may be anticipated that much con- 
fusion will arise in determining the 
classification of employees, and other 
problems will undoubtedly arise in the 
administration of the Social Security 
Act. 


Provisions of Act Other Than Those 
Requiring Payments by Employers 
and Employees 

Grants to States for Old-Age As- 
sistance: To assist states to carry old- 
age pension laws and in the care of 
the aged needy (presumably, though 
not specifically stated, to aid aged per- 
sons not sufficiently provided for by 
federal old-age benefits) the Federal 
Government will match payments by 
the states to individuals for such pur- 
poses up to $15 per month, but no 
direct payments will be made to indi- 
viduals by the Federal Government. 


SOU 


Employees 
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The states’ age requirement is to be 
not more than 65 years; however, up 
to January 1, 1940, an age limit of 70 
may be imposed. The residence re- 
quirement must not years 
residence within the state during the 
nine years immediately preceding the 


exceed 5 


application for old-age assistance with 
1 year continuous residence immedi- 
ately preceding the application. 

Grants to States for Aid to Depend- 
ent Children: Appropriations for needy 
dependent children to be paid to states 
having approved child aid plans. Fed- 
eral Government will pay one-third of 
the states’ expenditures, limited to a 
specified amount per child, but not to 
exceed $24,750,000 for the fiscal year 
ending June 30, 1936. 

Grants to States for Maternal and 
Child Welfare: Allotted to states on 
specified bases beginning with the fiscal 
year ending June 30, 1936. Additional 
appropriations have also been author- 
ized for contributions for vocational 
rehabilitation. 

Public Health Work: Annual appro- 
priations for aid to the states have been 
made, beginning with the fiscal year 
ending June 30, 1936, in the respective 
amounts of $8,000,000 and $2,000,000, 
for public health work and for investi- 
gation of disease and problems of sani- 
tation. 

Grants to States for Aid to the 
Blind: Appropriations for aid to the 
needy blind were authorized in the 
amount of $3,000,000 for the fiscal 
year ending June 30, 1936. The Fed- 
eral Government will pay one half of 
each state’s expenditures. 
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Employer-Employee Relationships 


Nunn, BusH & WELDON SHOE COMPANY 


(Milwaukee, Wisconsin) 


Even before the depression the subject of relations between employ ers and 
employees, especially as affected by wage plans, was one of continuing 


interest. 


The depression naturally intensified this interest and caused 


thoughtful employers to give renewed consideration to plans which would 
meet so far as possible the added problems arising out of reduced sales 


and excess labor capacity. 


Because of this general interest, Mr. H. L 


Nunn has indicated his willingness to have the following outline of the 
plan used by his company set torth in an article for the information of 


those who may be interested therein. 


Mr. H. L. Nunn, president of the 
Nunn, Bush & Weldon Shoe Com- 
pany, believes in and practices indus- 
trial democracy. He has definite ideas 
as to the rights of factory workers to 
their jobs and to a voice in certain 
affairs of the company. They have 
been taken into his confidence and kept 
informed 
pany and of its problems. 
sation has never been based upon piece 
rates, there has been little labor turn- 
over and no labor disturbances during 
the twenty-three years of the com- 
pany’s existence. 

Moody's Manual states that this 
company has a production capacity in 
its two plants of about 6,000 pairs of 
shoes per day, and that it employs 
about 1,184 people 
produced exclusively. 

For years the employees have had 
their own shop union, and have dealt 
with the management on a cooperative 
basis through that organization. 

Mr. Nunn believes that workmen 
are more interested in the total amount 
of their annual income than in hourly 
If the pay rates 
are so high as to be economically un- 


f the progress of the com- 
Compen- 


Men’s shoes are 


or weekly wage rates. 


sound, production lags and layoffs oc- 
cur. The matter of stability of income 
for the shop employee has been the 
subject of long study by Mr. Nunn, 


( Editor.) 


and he has now formulated a new plan 
of compensation which has been sub- 
scribed to by the employees. 

It was found that over a period 
years the ratio of total pay-rolls to sales 
fluctuated but little. This percentage of 

sales has been set aside as a budget for 

next year’s pay-roll. The amount of 
the pay-roll budget has been divided 
into 52 equal amounts for weekly pay- 
rolls and allocated to individual em- 
ployees on the basis of their existing 
pay rates. During the year each per- 
son employed at the beginning of the 
year will receive 52 weekly pay checks, 
regardless of temporary shut-downs 
and vacations. 

A bonus will be paid at the end of 
the year if the total pay-roll is less than 
the predetermined percentage of net 
sales for the year. The bonus total 
will be the difference between the 
actual pay-roll and the fixed percentage 
of actual sales. Thus the employees 
benefit directly from increased effi- 
ciency and expansion of sales. 

It is also to the interest of the em- 
ployees to bring about a reduction in 
an individual’s compensation if he is 
not doing his part. This may be done 
by the foreman and a shop committee. 
Also a workman’s pay rate may be 
increased in the same manner if he 
deserves advancement. A man’s value 
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is judged by the amount and quality 
of the work he does, and the foreman 
and fellow employees judge this matter. 

The question arises as to what hap- 
pens if sales decrease, prices decline, 
or efficiency is reduced to the point 
where the pay-rolls are running in ex- 
cess of the fixed percentage of sales. 
In that event the management has the 
option of reducing the weekly pay 
rates, but cannot discharge men. There 
have been occasions in the past when 
volume declined and the workmen vol- 
untarily consented to wage reductions. 
These wage reductions 
management in 


enabled the 
some cases to reduce 
selling prices and stimulate sales and 
employment. 

It is provided that in case overtime 
work is necessary, extra payments will 
be made therefor. The management 
believes that by more careful planning, 
production can be leveled out so that 
there will be a minimum of overtime 
It is believed 
that the cost of carrying larger inven- 
tories at certain times of the year will 
be offset by the improved morale and 
efficiency of the emplovees resulting 


and of vacation periods. 


from the assurance of regular weekly 
pay. 

New employees will be added as 
needed, but they will not be taken into 
the weekly pay plan until they have 
proven their worth and until there is 
reason to believe that production will 
continue at a level requiring the addi- 
tional help permanently. 

The Nunn-Bush plan of compensa- 
tion has attracted wide interest, and 
Mr. Nunn is hopeful that it may lead 
to the adoption of similar plans by 
other companies. 
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Rates of Tax Under the Revenue 
Act of 1935 


(Continued from page 10) 
previously where such products would 
not otherwise be those 

this 


under 
date of 
tax is September 29, 1935. 


taxed 


sections. The effective 

Taxes on Crude Petroleum: The tax 
on production and refining of crude 
petroleum is reduced to 1/25th of 1 
1/10th of 1 
The effective date of 
this reduction in rate is September 1, 
1935. 


cent a barrel instead of 


cent a barrel. 


Withholding at Source 


All withholding of tax at the source 
required under the Revenue Act of 
1935 shall be at the rate of 15 per cent. 
instead of 1334 per cent. with respect 
to all payments of income made to a 
nonresident foreign corporation after 
December 31, 1935. However, the 
Commissioner is authorized to permit 
withholding of a tax on tax-free cove- 
nant bond interest, in cases where the 
taxpayer has a taxable year ending on 
any other date than December 31, at 
the rate of 1334 per cent., until the 
beginning of the taxpayer's first tax- 
able year, which begins after December 
31, 1935. 


authorized to permit the payment of 


The Commissioner is also 


dividends without withholding until the 
beginning of such a taxable year after 
December 31, 1935. 

The rate of withholding with respect 
to payments to taxpayers other than 
corporations remains the same as in the 


1934 law. 
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Published by Lybrand, Ross Bros. & Montgomery, for free distribution to mem- 
bers and employees of the firm. 





The purpose of this journal is to communicate to every member of the staff and 
office plans and accomplishments of the firm; to provide a medium for the ex- 
change of suggestions and ideas for improvement; to encourage and maintain 
a proper spirit of cooperation and interest, and to help in the solution of com- 


mon problems. 
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The Revenue Act of 1935 


The following statement was con- 
tained in an editorial in the May, 1934 
issue of the L. R. B. & M. JouRNAL, 
which was devoted to the then recently 
enacted Revenue Act of 1934: 

The national debt is increasing at such 
a rapid rate and mounting to such an appal- 
ling height that it is evident we shall in all 
probability have very high federal 
for a long time to come. 


taxes 


The increase in the national debt has 
been accelerated since that time, and 
the 1935 Revenue Act has presented us 
with still higher income, estate and 
other taxes than those of the 1934 Act. 


The rates imposed by the 1934 Act had 
seemed to be as high as, if not already 
higher than, the maximum rates which 
would be wise from the standpoint of 
sound taxation and the national 
economy. However, we now have an 
act which was inspired by a new note 
in federal taxation, that is, a “‘soak-the- 
rich” policy, instead of a sound rev- 
enue policy. 

Indeed, the estimates of the taxes 
to be raised by the new act over those 
which would have been collected under 
the 1934 Act, had it continued in 
effect, indicate so relatively small a 
revenue expectation in 


of 


comparison 


with the huge spendings of the national 
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government that the “reform” inspira- 
tion of the measure is only too obvious. 

Some “reform” in respect of spend- 
ings would be highly desirable. It can- 
not be too often reiterated that the 
only cure for high taxes is reduced 
governmental expenditure. Micawber’s 
well-known philosophy concerning the 
happiness and misery which respec- 
tively result from expenditures being 
kept within, or permitted to exceed, 
one’s income, applies with equal force 
to the national spendings. Unfortun- 
ately, the very continuance of a course 
which but a short time ago would have 
greatly shocked the people’s sense of 
good fiscal practice, has dulled the 
appreciation of many to the dangers 
of our present policy. May the coun- 
try awake to the need of reform in our 
national fiscal policy before irreparable 
damage has been done! 


New Deal Plans Are Old 


Under the above caption the New 
York Herald Tribune recently pub- 
lished a letter from Mr. Winthrop 
Parkhurst of Congers, N. Y., which 
quoted copiously from an essay by 
Lord Macaulay. These observations 
by Macaulay, although made over a 
century ago, are peculiarly applicable 
to conditions in our country today— 
particularly with respect to the desir- 
ability of a minimum of government 
intermeddling with business; also, are 
they timely in considering the doubtful 
value of attempting a redistribution of 
the wealth of the country through a 
“soak-the-rich” taxation policy. 

Mr. Parkhurst’s letter, with its 
quotations from Lord Macaulay, was 
as follows: 

If Thomas Babington Macaulay were to 
contribute a signed editorial to this morn- 
ing’s issue of the Herald Tribune many peo- 


ple would read it, I am sure, with keen 
interest. Curiously enough, Macaulay al- 
most literally did that very thing when, 
more than a century ago, he wrote his essay 
on Robert Southey. The essay was pub- 
lished in 1830; it dealt largely with social 
conditions in England. But the mere change 
of date and locale effects a miraculous trans- 
formation; it gives us the uncanny feeling 
that Lord Macaulay is actually writing 
about the United States in the year 10935. 
So directly and familiarly does he touch 
on matters now being discussed in this coun- 
try that his comment is as fresh and perti- 
nent as this morning’s newspaper. 

Macaulay’s optimistic prophecies regard- 
ing England were so brilliantly fulfilled a 
century later in many details that his essay 
on Southey, from which I quote below a few 
passages, hardly merits the obscurity into 
which it has fallen. But the essay is worth 
rereading for another reason. It is a re- 
minder of the fact that present-day panaceas, 
peddled as original nostrums from a mod- 
ern pharmacy, are really very old hat indeed 
—as old as the oldest hat of Queen Vic- 
toria. 

“Great capitalists become like pikes in a 
fish pond who devour the weaker fish,” 
Southey had said; “and it is but too cer- 
tain that the poverty of one part of the 
people seems to increase in the same ratio 
as the riches of another.” Macaulay did not 
at all agree with the poet laureate. Macau- 
lay believed in private wealth, in individual 
initiative, in the minimum of government as 
paternalism. He believed, moreover, that 
the wealth of a nation flowed from the 
reservoirs of private capital, and that this 
stream gained breadth as it acquired veloc- 
ity. The affluence of a nation, he believed, 
varied inversely as the bulge in government 
coffers. That was not the richest nation 
whose government had produced the biggest 
pile by means of taxes; the richest nation, 
the most generally prosperous people, was 
a nation in which private capital consistently 
mounted. 

3ut here I step aside and let Macaulay, 
in the year 1830, write an editorial for 1935 
and this country. 

“The fact is that Mr. Southey’s proposi- 
tion is opposed to all history, and to the 
phenomena which surround us on every side. 
England is the richest country in Europe, 
the most commercial country and the coun- 
try in which manufactures flourish most. 
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Russia and Poland are the poorest coun- 
tries in Europe. Is wealth more diffused 
in Russia and Poland than in England? 
There are individuals in Russia and Poland 
whose incomes are probably equal to those 
of our richest countrymen. But are there 
as many fortunes of two thousand a year, 
or of one thousand a year? There are par- 
ishes in England which contain more peo- 
ple of between three hundred and three thou- 
sand pounds a year than could be found in 
all the dominions of the Emperor Nicholas. 
The neat and commodious houses which have 
been built in London and its vicinity would 
of themselves form a city larger than the 
capitals of some European kingdoms. And 
this is the state of society in which the 
great proprietors have devoured the smaller! 

“The cure which Mr. Southey thinks that 
he has discovered is worthy of the sagacity 
which he has shown in detecting the evil. 
The calamities arising from the collection 
of wealth in the hands of a few capitalists 
are to be remedied by collecting it in the 
hands of one great capitalist, who has no 
conceivable motive to use it better than 
other capitalists, the all-devouring State. 

“The present moment is one of great dis- 
tress. But how small will that distress ap- 
pear when we think over the history of the 
last forty years: a war compared with which 
all other wars sink into insignificance; taxa- 
tion such as the most heavily taxed people 
of former times could not have conceived; 
a debt larger than all the public debts that 
ever existed in the world added together ; 
the food of the people studiously rendered 
dear ; the currency imprudently debased and 
imprudently restored. Yet is the country 
poorer than in 1790? We firmly believe 
that, in spite of all the misgovernment of 
her rulers, she has been almost constantly 
becoming richer and richer. Now and then 
there has been a stoppage, now and then a 
short regression; but as to the general tend- 
ency there can be no doubt. A single 
breaker may recede; but the tide is evi- 
dently coming in. 

“History is full of the signs of this nat- 
ural progress of society. We see in almost 
every part of the annals of mankind how 


the industry oi individuals, struggling up 
against wars, taxes, families, conflagrations, 
mischievous prohibitions and more mis- 
chievous protections, creates faster than gov- 
ernments can squander, and repairs whatever 
invaders can destroy. We see the wealth 
of naticns increasing and all the arts of life 
approaching nearer and nearer to perfection, 
in spite of the grossest corruption and the 
wildest profusion on the part of rulers. 

“If we were to prophesy that in the year 
1930 a population of fifty millions, better 
fed, clad and lodged than the English of our 
time, will cover these islands; that machines 
constructed on principles yet undiscovered 
will be in every house; that there will be no 
highways, but railroads; that our debt, vast 
as it seems to us, will appear to our great- 
grandchildren a trifling encumbrance which 
might easily be paid off in a year or two, 
many people would think us insane. We 
prophesy nothing; but this we say: If any 
person had told the Parliament which met in 
perplexity and terror after the crash in 1720 
that in 1830 the wealth of England would 
surpass all their wildest dreams; that for 
one man of ten thousand pounds then living 
there would be five men of fifty thousand 
pounds ... our ancestors would have given 
as much credit to the prediction as they gave 
to ‘Gulliver’s Travels.’ Yet the prediction 
would have been true. 

“It is not by the intermeddling of Mr. 
Southey’s idol, the omniscient and omnip- 
otent State, but by the prudence and energy 
of the people, that England has hitherto 
been carried forward in civilization; and it 
is to the same prudence and the same energy 
that we now look with comfort and good 
hope. Our rulers will best promote the im- 
provement of the nation by strictly con- 
fining themselves to their own legitimate 
duties, by leaving capital to find its most 
lucrative course, commodities their fair 
price, industry and intelligence their natural 
reward, idleness and folly their natural pun- 
ishment, by maintaining peace, by defending 
property, by diminishing the price of law 
and by observing strict economy in every 
department of the state. Let the govern- 
ment do this; the people will assuredly do 
the rest.” 
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Notes 


Colonel Montgoniery delivered an 
address on “Changing Trends in the 
Practice of Accountancy” at the annual 
meeting of the Pennsylvania Society of 
Certified Public Accountants, held at 
Hershey, Pa., during June. The meet- 
ing was also attended by Messrs. Ross, 
Pugh, Staub, Hood and Fischer. 

Mr. Sweet has been very active re- 
cently in his capacity as chairman of 
the Committee on Meetings of the 
American Institute of Accountants, 
in preparing for the annual meeting of 
the Institute, which is to be held Oc- 
tober 14-17, 1935, at Boston, Mass. 





At recent annual meetings of vari- 
ous state societies of certified public 
accountants, a number of elections oc- 
curred which will be of interest to our 
organization : 

Mr. Sweet was elected president of 
the Massachusetts State Society; Mr. 
Griffith, president of the Washington 
State Society; Mr. Ives, treasurer of 
the Georgia State Society; and Mr. 
Staub, following the completion of his 
second term as president of the New 
York State Society, was elected one 
of its directors. Just before the term- 
ination of his presidency of The New 
York State Society several months 
ago, Mr. Staub visited the four up- 
state chapters, which are located in Al- 
bany, Syracuse, Rochester and Buffalo, 
and addressed each of them at a 
luncheon or dinner meeting on the 
year’s developments in the field of 
public accountancy. 

Mr. Kork has been elected treasurer 
and director of the Portland (Ore.) 
City Club. 


A new printing of Wills, Executors 
and Trustees, by Grange-Staub-Black- 
ford, has been made by Ronald Press. 
The chapters on Federal Estate Tax, 
Federal Gift Tax, and Federal Income 
Tax have been revised to give effect to 
the changes in estate and income taxes 
brought about by the 1934 Revenue 
Act, which was enacted after the publi- 
cation of the book in 1933. 

Mr. Warren addressed the Toledo 
Chapter of the National Association of 
Cost Accountants, during June, on the 
subject, “Balance Sheet Preparation 
and Interpretation.” 

During the past summer Mr. Con- 
rad, manager of the Rockford office, 
served as chairman of the Illinois 
Amateur and Illinois Open Golf 
Tournaments, held at the Rockford 
Country Club. Participants in these 
events included the best amateur and 
professional golfers in the state. 





Mr. Griffith, manager of our Seattle 
office, had an active part in arranging 
the thirteenth annual conference of 
Pacific Northwest Certified Public 
Accountants, which was held in Seattle 
at the Washington Athletic Club, June 
21 and 22, 1935. 

This was the most successful joint 
meeting yet held by the Pacific North- 
west accountants. There were approxi- 
mately 80 members of the Washington 
and Oregon Societies registered, and 
160 members and guests attended the 
banquet. 

Friday morning was given over to 
reception and registration. Mr. Grif- 
fith was chairman of the Friday after- 
noon session. An address of welcome 
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was given by Charles L. Smith, Mayor 
of Seattle, and four papers were pre- 
sented, each followed by discussion. 

A banquet on Friday evening was 
followed by entertainment and dancing. 

The Saturday morning session, at 
which a number of interesting papers 
were read, was presided over by the 
President of the Oregon State Society. 

A golf tournament was held on Sat- 
urday afternoon at the Olympic Golf 
and Country Club. 

On Friday morning the ladies were 
taken for a cruise on Puget Sound, 
and luncheon was served aboard the 
yacht “Cadrew.” On Saturday they 
were entertained at luncheon at the 
Edmond Meany Hotel. 

Mr. Wood of the Rockford office 
has been elected vice-president of the 
Rockford Chapter of the National 
Association of Cost Accountants. 





The New York Institute of Ac- 
countancy and Commerce, conducted 
by the New York Y. M. C. A. Schools, 
lists among its instructors Mr. T. L. 
Woolhouse in “Cost Accounting,” and 
Mr. A. L. Jonah in “Federal Income 
a 

Mr. Philip Bardes passed the New 
York State C. P. A. examination held 
in May; Mr. Harry D. Hopson passed 
the Texas examination; Mr. Carl W. 
Steiss passed the Ohio state examina- 
tion, and Mr. John F. Tuohy passed 
the Washington state examination. 
Stirton and Mr. I. H. 
recently admitted to 


Mr. W. C. R. 


Worden were 


membership in The New York State 


Society of Certified Public Account- 
ants, and Mr. J. C. Potter of the Bos- 
ton office to membership in the Ameri- 
can Institute of Accountants. 


The 1935 Federal Tax 
Amendments 
(Continued from page 3) 
puted on the values as of the date of 

death absorbed the entire estate. 

To afford some relief in such situa- 
tions in the future the new law con- 
tains an amendment applicable only to 
the estates of decedents dying after 
August 30, 1935, the date of enact- 
ment. Executors will be permitted at 
their option to value the gross estate as 
of the date one year after the de- 
cedent’s death, except that (1) prop- 
erty distributed, sold, exchanged or 
otherwise disposed of within a year 
after death must be valued at the date 
of such disposition, and (2) any inter- 
est or estate which is affected by mere 
lapse of time must be included at its 
value as of the time of death with ad- 
justment for any difference in its value 
as of one year later, not due to mere 
lapse of time. The law provides in 
effect that in computing the net estate, 
bequests for religious, charitable, etc. 
purposes must be valued on substan- 
tially the same basis as the gross estate. 


Estate and Gift Taxes 
Both estate and gift tax rates are 
increased, but the new gift tax rates, 
effective January 1, 1936, continue 
25 per cent. lower than the new estate 
tax rates. 
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